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The Personal Inconme Tax Law (PITL) and the Bank and Corporation Tax Law (B&CTL),
in general, conformto the Internal Revenue Code (I RC) either by incorporating
the IRC by reference as of a “specified date” or by stand al one | anguage which
mrrors the federal provision. California lawis confornmed to the I RC as of
January 1, 1998, unless a specific provision provides otherwise. This bill would
change the specified date fromJanuary 1, 1998, to January 1, 1999, for taxable
and i nconme years beginning on or after January 1, 1999. Changing the specified
date automatically conforns to all changes from January 1, 1998, through
Decenber 31, 1998, to | RC sections that have been previously incorporated by
reference. Thus, California | aw woul d conformto nunerous changes nade to
federal income tax law by the IRS Restructuring and Reform Act of 1998 and
certain other federal acts enacted during 1998.

This bill al so woul d make nunerous changes to specifically not conformto
particul ar federal provisions or to nodify the general conformity to certain
items in the IRC. Additionally, nunerous technical changes regarding cross
references and the deletion of unnecessary | anguage that was used to conformto
federal |aw changes subsequent to January 1, 1998, and prior to January 1, 1999,
are being made by this bill

This bill also contains four of the departnent’s |egislative proposal s: “Repeal
of Capital Loss Limtation and Carryover Provisions for Corporations,” "“Revise
the LLC Annual Franchise Tax Due Date to the Date of Return,” and “Taxation of
Non and Part- Year Residents and the Alinony Deduction,” and the “Elimnation of
the Tentative Mninmum Tax Linmtation on Personal Exenptions”.
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SUMVARY OF AMENDMENT

The August 16 and August 23, 1999, anendnents nmade the foll owi ng changes:

Add a provision that would conformto the IRS Restructuring and Reform Act of
1998 (the IRS Reform Act) provision to suspend the statute of limtations (SQOL)
for certain refund clains for periods during which the taxpayer is “financially
di sabl ed.”

Add a provision that would elimnate the tentative mninumtax limtation on
personal exenption credits by allow ng the personal exenption credits to reduce
regul ar tax bel ow tentative m ni mum t ax.

Add a provision that would elimnate the requirenment that the unrecogni zed gain
on charitable contributions of appreciated property be considered an
Alternative Mnimm Tax (AMI) item This provision would conformstate law to
federal AMI treatnent of charitable contributions of appreciated property.

Add a provision that would provide that nonresidents prorate the deduction for
al i nony paynments in the same manner as tax is prorated.

Renove a provision fromthe bill that would have allowed the “Profit Split

Met hod" for Conputing Income for Corporations Filing Conbined Reports.

Add a provision that would prevent this bill fromchaptering out two provisions
of SB 94. Because of the “date change,” w thout specific | anguage stating
otherwise, this bill would conformto the IRS ReformAct’s “Bill of Rights”
provision elimnating interest differentials between under- and overpaynents.
SB 94 would conformto this provision. This bill confornms to a technical

change in the Tax and Trade Extension Act of 1998 relating to the abatenent of
interest in Presidentially declared 1997 disasters (discussed on page 20 of the
April 19, 1999, analysis). SB 94 conforns to an IRS Reform Act’s “Bill of

Ri ghts” provision extending the abatenment of interest to 1998 and | ater

Presidentially declared disasters. Wthout this provision, this bill could
chapter out the two SB 94 provisions.
The amendnent al so double joins this bill to SB 680, to prevent any chaptering

probl ens regardi ng the personal exenption credit provision contained in this
bill.

Make additional technical corrections to the Revenue and Taxati on Code

i ncluding a cross-reference regardi ng water’ s-edge and depreci ati on provi sions,
the deletion of obsolete refund provisions relating to the renter’s credit, and
correct a depreciation cross reference.

EFFECTI VE DATE

Unl

ess ot herwi se specified, this bill would apply to taxable and i ncome years

begi nning on or after January 1, 1999.

SPECI FI C FI NDI NGS

Thi

NookwbE

s bill would make changes affecting the foll ow ng areas:
Deductibility of Meals Provided for the Conveni ence of the Enpl oyer.
Enpl oyer Deductions for Vacation and Severance Pay.
Certain Trade Receivables Ineligible for Mrk-To-Mrket Treatnent.
Excl usion of Mninum Required Distrib. fromAG for Roth I RA Conversions.
Farm Production Flexibility Contract Paynents
Treatnment of Certain Deductible Liquidating Distrib. of RICs and REl Ts.
Tax Treatnent of Cash Options for Qualified Prizes.
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8. Exclusion fromlncome for Enployer-Provided Transportation Benefits.

9. Paynents Received Pursuant to the Ri cky Ray Henophilia Relief Fund Act.

10. Waiver of estimated tax penalty.

11. 1998 Federal Technical Changes.

12. Provision renoved by June 29, 1999, anendnent.

13. Election to Expense the Cost of Certain Depreciable Assets Permtted
Under the B&CTL.

14. Repeal of Capital Loss Limtation and Carryover Provisions for
Cor por ati ons.

15. Profit Split Method for Conputing Inconme for Corporations Filing
Conmbi ned Reports. Provision renoved by August 16, 1999, anendnent.

16. Revise LLC Annual Franchise Tax Due Date to Date of Return.

17. Statute of Limtations for Di sabled Taxpayers.

18. Elimnation of AMI |imtation on Personal Exenption Credits.

19. AMI Treatnment of Charitable Contributions of Appreciated Property.

20. Taxation of Non and Part-Year Residents and the Alinony Deduction.

Except for item 15, the deletion of Profit Split Method for Conputing |Incone for
Cor porations Filing Conbined Reports, and the addition of itens 17, 18, 19 and
20, the July 1, 1999, analysis still applies.

17. Statute of Limtations for Disabled Taxpayers.

EFFECTI VE DATE

This provision would apply to all periods of disability before, on or after the
effective date of this bill. However, it would not apply to any claimbarred by
the SOL as of the effective date.

SPECI FI C FI NDI NGS

Current federal law requires a taxpayer to file a claimfor refund within three
years of the filing of the return or within two years of the paynment of the tax,
whi chever period expires later (if no returnis filed the two-year limt

applies). Arefund claimthat is not filed within these tinme periods is rejected
as untinely.

The I RS Reform Act suspends the SOL for certain refund clains for a period where
the taxpayer is “financially disabled.” Individuals are “financially disabled”
if they are unable to manage their financial affairs because of a nmedically

det erm nabl e physical or mental inpairment that is expected to result in death or
to last for a continuous period of at |east one year. An individual would not be
financially disabled for any period that the individual’ s spouse or any other
person is legally authorized to act on that individual’'s behalf in financial
matters.

Current state law requires a taxpayer to file a claimfor refund within four
years fromthe due date (without regard to extensions) or one year fromthe date

of payment of tax, whichever is later. |In the case of a California waiver of the
SCL, the period for filing a claimfor refund is the period of the waiver or one
year fromthe date of overpaynent, whichever is later. |In the case of a federa

wai ver, the period for filing a claimfor refund is six nmonths fromthe
expiration of the federal waiver.
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Current state law requires the taxpayer to notify FTB if the anount of gross

i ncome or deductions reported to the IRS for any year is changed, either by the
t axpayer or federal authorities. The taxpayer has six nonths fromthe fina
federal determ nation date to report the change to FTB. dains for refund nust
be filed within two years fromthe date of the final federal determ nation

Current state law all ows taxpayers to file a claimfor refund up to seven years
after the due date of the return in the case of bad debts, worthl ess securities
or erroneous inclusion of recoveri es.

This provision would conformstate law to the RS Reform Act provisions to
suspend the SOL for certain refund clains when the taxpayer is “financially
di sabl ed.”

| npl ement ati on Consi derati ons

I mpl ement ati on of this provision would occur during the departnment’s nor nal
annual system updat e.

FI SCAL | MPACT

Depart nental Costs

This provision would not significantly inpact the departnment’s costs.

Tax Revenue Esti mate

Revenue | osses from additi onal refunds issued woul d be on the order of
$1 mllion annually based on federal projections.

18. Elimnation of AMI limtation on Personal Exenption Credits.

PROGRAM HI STORY/ BACKGROUND

In 1987, California enacted | egislation that established an Alternative M ni num
Tax (AMI) in lieu of the previous tax on preference incone. The California

| egi slation substantially conformed state law to the AMI provisions in effect at
the federal |evel, which had been adopted as part of the Tax Reform Act of 1986.
The AMI at both the federal and state |evels was established to ensure that no
taxpayers with substantial econom c inconme could conpletely avoid tax liability
by using excl usions, deductions, and credits (tax preference itens). As

di scussed bel ow, taxpayers are allowed an AMI exenption deduction in conputing
AMI.  Prior to 1997, the AMI exenption deduction amounts were: $40,000 for
married taxpayers filing joint returns; $30,000 for individuals filing as either
single or as a head of househol d; and $20,000 for married taxpayers filing
separate returns. These AMI exenption deducti on anmobunts were increased in 1997
to $45,000 for married taxpayers filing joint returns; $33,750 for individuals
filing as either single or as a head of househol d; and $22,500 for nmarried
taxpayers filing separate returns. Al so, the AMI exenption deduction anmounts
will be adjusted for inflation after the 1999 taxable year.
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The AMI essentially is a mechanismfor recapturing sone of the tax benefits
avail abl e to higher-incone taxpayers. Although these tax benefits are all owed
under current |law, the AMI effectively limts the extent to which, when taken
collectively, they can reduce tax liability.

The AMI can affect tax liability in either or both of two ways: First, an AMI
liability can be assessed in excess of the taxpayer’s regular tax liability.
Second, the AMI calculation can result in a reduction in the anmount of tax
credits that a taxpayer is allowed, thus effectively increasing regular tax.

D fferences between the structure of state and federal |aws necessitate sone

di fferences between state and federal AMI provisions. One difference is the
treatnent of the personal exenption. State |law allows a personal exenption in
the formof a credit; federal |aw provides a personal exenption in the formof a
deduction. For federal AMI purposes, the personal exenption deduction may not be
used in the calculation of alternative mninmmtaxable incone (AMIl). State |aw
conformed to this federal provision by not allow ng the personal exenption credit
to reduce regular tax below tentative mninmumtax (TM).

To cl aim personal exenption credits, taxpayers nust first calculate their TMI to
determ ne whether their credits will be [imted. The interaction of AMI with the
personal exenption credit adds conplexity to personal inconme tax return
preparation for approximately 3 m|lion taxpayers who nust nmake the cal cul ation
only to determne that their personal exenption credit is not limted by TMI

This interaction also increases the tax liability of approxi mately 30, 000
noder at e-i nconme taxpayers whose personal exenption credits would be reduced by
the TMI interaction

Prior to 1997, each exenption credit anount (personal, dependent, blind) was the
same. For the 1997 taxabl e year, each exenption credit anmount was $68. The
credit amount is adjusted annually for inflation.

In 1997, SB 1233 (Ch. 612) increased the dependent exenption credit anount to
$120 for the 1998 taxable year and to $222 beginning in the 1999 taxable year.
The increased credit was not to be adjusted for inflation for the 1999 taxable
year.

In 1998, AB 2797 (Ch. 322) increased the dependent exenption credit anount from
$120 to $253 for the 1998 taxable year and from $222 to $227 for the 1999 taxable
year and thereafter. The increased credit will be adjusted for inflation after
the 1999 taxabl e year

SPECI FI C FI NDI NGS

Exi sting federal |aw provides five tax brackets ranging from15%to 39.6% It

al so provides a two-tiered personal income AMI rate system The AMI rate is 26%
of the "taxabl e excess" that does not exceed $175, 000 and 28% of the "taxabl e
excess" that exceeds $175,000. "Taxable excess" is the anmount of alternative

m ni num t axabl e i ncome (AMIl) that exceeds the exenption deduction. The
exenpti on deduction all owed agai nst AMII is: $45,000 for married taxpayers filing
joint; $33,750 for single or head of househol d taxpayers; and $22,500 for married
taxpayers filing separate.

Prior to 1998, under federal |aw the nonrefundabl e personal tax credits (i.e.,

t he dependent care credit, the credit for the elderly and di sabled, the adoption
credit, the child tax credit, the credit for interest on certain hone nortgages,
t he HOPE Schol arship and Lifetime Learning credits, and the D.C. honebuyer’s
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credit) were allowed only to the extent that the individual’s regular tax
liability exceeded the individual’s TMI. For tax years beginning in 1998,
federal |law all ows the nonrefundabl e personal credits to offset the individual’s
regular tax in full.

Exi sting state | aw provides six tax brackets ranging from1%to 9.3% and a
personal income AMI rate of 7%

California AMI is calculated by increasing regular taxable incone by specific tax
preference itens and maki ng other adjustnents for itens for which treatnent
differs under AMI rules. The resulting figure is AMIl, from which an AMI
exenption deduction is subtracted. The AMI exenption deducti on amounts vary
depending on filing status and are indexed annually for inflation. For 1997, the
AMT exenption deduction anmounts are: $45,000 for nmarried taxpayers filing joint
returns; $33,750 for individuals filing as either single or as a head of
househol d; and $22,500 for married taxpayers filing separate returns. The
exenptions are phased out for taxpayers with adjusted gross incone over specified
anounts. The excess of AMIl over the AMI exenption deduction, multiplied by the
7% AMI rate, is TMI. Tentative mnimumtax is conpared to regular tax before
credits; the anmbunt by which TMI exceeds regul ar tax before credits is the
alternative mninumtax. The Personal Incone Tax Law (PITL) provides a variety
of credits, sone of which may be used to reduce the regular tax bel ow TMI
However, the | aw specifies that certain credits cannot reduce regular tax to an
anmount |less than the TMI. In effect, taxpayers |ose some of the value of the
credits that may not be carried forward and may not reduce regul ar tax bel ow TMI

Exi sting state | aw provides various exenption credits against tax, including a
personal exenption and exenptions for dependents, blind persons, and individuals
65 or older. Exenption credit anmounts are allowed as follows for the 1998

t axabl e year:

Exenption Type Anpunt  (1998)
Per sonal $70
Blind $70
Dependent $253

The exenption credit anobunts are indexed annually for inflation as nmeasured by
changes in the California Consuner Price Index. Exenption credits are not
refundabl e and may not be carried over to future years. Exenption credits are
subject to two limtations:

1. Exenption credits begin to phase out at federal AG |evels over the
anounts |isted bel ow
Filing Status AG (1998)
Si ngl e/ Head of Househol d $161, 044
Married Filing Separate $107, 362
Married Filing Joint $214, 725
2. Exenption credits are limted to the amobunt by which regular tax before

credits exceeds tentative mninumtax (TM).

This provision would elinmnate the tentative mninumtax limtation on persona
exenption credits by allow ng the personal exenption credits to reduce regul ar
tax below tentative m ni num t ax.
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Pol i cy Consi derati ons

This bill would ensure that 30,000 additional noderate-inconme taxpayers
woul d be able to take full advantage of recently increased dependent
exenption amounts. Also, this bill would reduce the complexity of filing a

PIT return by elimnating the need for sone 3 mllion noderate-incone
taxpayers, with no preferences, to conplete the AMI personal exenption
credit limtation worksheet to determ ne whether their personal exenption
credits are limted.

| npl enent ati on Consi derati ons

The inplenentation of this provision would require sone changes to existing
tax forns and instructions, which could be acconplished during the norma
annual update.

FI SCAL | MPACT

Depart nental Costs

To the extent this proposal would reduce the nunber of tel ephone calls from
t axpayers regarding how to conplete the conplex AMI cal cul ati on (Schedul e P)
and the nunber of errors that nust be addressed during return processing, it
woul d generate significant cost savings.

Tax Revenue Esti mate

Based on tax nodel sinulations, elimnating the TMI interaction with regard
to all exenption credits would result in revenue |osses of $1.5 mllion
annual |y beginning with the 1999-2000 fiscal year, benefiting approxi mately
30,000 filers.

This proposal would elimnate the need for approximately 3 mllion taxpayers
to conplete the AMI personal exenption credit limtation worksheet to
determ ne whether their personal exenption credits are limted.

19. AMI Treatnent of Charitable Contributions of Appreciated Property.

SPECI FI C FI NDI NGS

Exi sting state and federal |aws allow deductions frominconme for charitable
contributions. Individuals generally can deduct up to 30%their adjusted gross
incone for contributions of appreciated property. Corporations can deduct up to
10% of their taxable incone.

Under federal and state |laws, in conmputing taxable incone, a taxpayer who

item zes deductions generally is allowed to deduct the fair market val ue of
property contributed to a charitabl e organization including certain appreciated
property donated to a charitabl e organization. However, in the case of a
charitable contribution of inventory or other ordinary inconme property, short-
termcapital gain property, the amount of the deduction is limted to the
taxpayer’'s basis in the property. 1In the case of a charitable contribution of
tangi bl e personal property, a taxpayer’s deduction is |limted to the adjusted
basis in the property if the use by the recipient charitable organization is
unrelated to the organi zati on’ s tax-exenpt purpose.
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Under federal law, contributions of appreciated property are not treated as tax
preference itens.

Under state |law, for purposes of conputing AMI, the anmpbunt of any deduction
(generally the fair market value) for charitable contributions of appreciated
property (real, personal, or intangible) that exceeds the taxpayer’s adjusted
basis in the property is treated as a tax preference item |In npst cases, the
B&CTL AMI cal culation is not inpacted because the all owable charitable
contribution deduction for regular tax is limted to the adjusted basis of the
contributed property.

This bill would conformboth the PITL and the B&CTL to the federal repeal of the
tax preference treatnment of contributions of appreciated property in conputing
AM.

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Revenue | osses fromthis bill are estimted to be:

Esti mat ed Revenue | npact of Contribution of
Appreci ated Property in AB 1208
Ef fecti ve January 1, 1999
Enacted After June 30, 1999

(M11ions)
1999- 00 2000-01 2001-02
Per sonal | ncone Tax - $5 - $5 - $5
Bank & Corporation Tax | M nor * M nor * M nor *
Tot al | npact - $5 - $5 - $5
* Mnor |loss, |less than $500, 000 annually.

This estimate was based on federal conformty estimates for prior years and
updated reflecting corporate profits as projected by the Departnment of Finance.
20. Taxation of Non and Part-Year Residents and the Alinony Deduction.

EFFECTI VE DATE

This bill provides |anguage that would apply the nonresident alinony deduction
changes to all taxable years in which the statute of limtations for issuing
proposed assessnments or allowing clains for refund remai ns open. The purpose of
the retroactive application is to avoid potential disputes with taxpayers over

t he continued enforcenent of an unconstitutional statute.

LEG SLATI VE H STORY

AB 2380 (Stats.
provi si ons.

1984, Ch. 938) added the nonresident alinony deduction
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Thi s provision was contained in SB 2234 (1998). The Governor vetoed SB 2234 on
Sept enber 29, 1998 due to a provision contained in SB 2234 that is unrelated to
t he alinony deducti on

SPECI FI C FI NDI NGS

Federal Constitution

The United States Constitution, under what is known as the Privil eges and
Imunities C ause, provides that the citizens of each state shall be entitled to
all the privileges and immunities of the citizens of the several states. The
United States Suprenme Court has interpreted this clause, as it applies to taxes,
as foll ows:

"...One right thereby secured is the right of a citizen of any State
to renove to and carry on business in another w thout being subjected
in property or person to taxes nore onerous than the citizens of the
latter State are subjected to."?

In Lundi ng, the Supreme Court struck down a New York statute which denied

nonresi dents an alinmony deduction in conmputing New York adjusted gross incone.
The court held that New York’s categorical denial of the deduction to
nonresidents violated the Privilege and Immunities clause of the Federal
Constitution,? stating that New York had not substantially justified its
discrimnatory treatnent of nonresidents. In striking dowmn the New York statute,
the Court accepted the petitioners’ determ nation that the deduction should be
allowed in the same ratio that their business income was attributable to New York
sources. ?

State Law

The existing California Personal |Income Tax Law (PITL) inposes tax on the basis
of residency and source. Residents and part-year residents (while they are
residents) are taxed on all inconme earned, regardl ess of source. Nonresidents
and part-year residents (while they are nonresidents) are taxed only on income
fromsources within California.

Exi sting | aw i nposes an income tax on the incone of nonresidents that is derived
fromor attributable to sources within this state. “lnconme fromsources within
this state” is defined by regulation as inconme fromtangible or intangible
property located or having a situs in this state and incone fromany activity
carried on in this state, regardl ess of whether carried on in intrastate,

! Lunding Et Ux. v. New York Appeals Tribunal et al.(1998) 118 S.Ct. 766 (citations and
i nternal quotation marks onmitted).

2 Al t hough New York’s nonresident alinony statute, New York Tax Law Section 631(b)(6),
is worded differently than California s Revenue and Taxation Code Section 17302, the
effect is identical

3 It is unclear whether in Lunding the petitioner conputed his deduction by applying
the ratio of New York to total business inconme or adjusted gross inconme, or if, in his
situation, the ratio was the same. Froma constitutional standpoint, however, it makes
little difference exactly how the deduction is prorated so |l ong as the nmethod can be
substantially justified and does not result in a categorical denial of the deduction to
nonr esi dent s.
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interstate, or foreign conmmerce. The |aw provides six personal inconme tax rate
brackets ranging from1%to 9.3%

Exi sting | aw requires nonresident taxpayers to include incone fromall sources to
determne the rate at which California tax is inposed on their California source
incone. The total taxable incone is conputed as if the nonresident were a
resident for the entire year. The amount of tax that would be inposed on the
total income is prorated based upon the ratio of California-sourced adjusted
gross incone to total adjusted gross inconme fromall sources to determ ne the tax
i nposed on the California-sourced taxable incone. The California tax before
personal exenption is the tax that bears the sane ratio to total tax, as
California source adjusted gross incone bears to total adjusted gross inconme.
This nethod effectively results in the nonresident or part-year resident
computing their tax at the same graduated tax brackets as used for conputing the
tax of a resident.

In determ ning California-sourced incone, existing | aw does not all ow a deduction
for alinony paynents rmade by a nonresident or a part-year resident (while a
nonresident) even if paid to a California resident. This provision denying a
deduction was first introduced in 1957. The justification appears to have been
that California does not tax nonresident taxpayers on alinony incone and, thus,
shoul d not allow nonresidents an alinony deduction

California s categorical denial of an alinony deduction to nonresidents is unique
in that business and investnent expenses are allowed as deductions in conputing
California adjusted gross incone if the expenses are attributable to the
production of California source income. |Item zed deductions are, in effect,
allowed in the ratio that California adjusted gross incone bears to tota

adj usted gross inconme because the California nethod requires that tax on total
taxabl e i ncome (which includes total item zed deductions) be prorated by the
ratio of California adjusted gross inconme to total adjusted gross incone.

The effect of existing state lawis identical to the New York statute, and there
appear to be no argunents that could reasonably be advanced to support its
application that were not presented to and rejected by the Court in Lunding.

Thus, it appears that the existing state | aw that denies the alinony deduction to
nonresidents facially violates the Privilege and Immunities O ause of the Federal
Consti tution.

The California Constitution prohibits an adm nistrative agency fromrefusing to
enforce a California statute on the grounds that it is unconstitutional, unless a
state appellate court has determned that such statute is unconstitutional

This bill would provide that nonresidents prorate the deduction for alinony
paynments in the same manner as the tax is prorated. This ratio would conpare
Cali forni a-sourced adjusted gross income (wthout regard to the alinony
deduction) to total adjusted gross incone fromall sources (without regard to the
al i nony deducti on).

This bill also would provide that a part-year resident would be allowed an

al i nony deduction for the full anmount paid during the portion of the year the
individual is a resident and a prorated anmount for the portion of the year the
i ndividual is a nonresident.
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Pol i cy Consi derati ons

The California Constitution does not permt the Franchise Tax Board to take
any action that could be construed as a refusal to enforce the existing | aw
t hat deni es the nonresident alinony deduction. Wile the “refuse to
enforce” phrase of Article 3, Section 3.5 is nowhere defined, it certainly
precl udes the Franchise Tax Board fromallow ng clains for refund based upon
application of the nmethodol ogy the Court enbraced in Lunding.

This bill, coupled with the retroactive operative date, would relieve the
Franchi se Tax Board from defendi ng R&TC Section 17302 in adm nistrative and
judicial proceedings and thus would avoid the expenditure of resources in
di sput es when t he probabl e outconme woul d be that Section 17302 woul d be
decl ared by an appellate court to be unconstitutional

This bill would avoid discrimnation agai nst nonresi dent taxpayers currently
deni ed an al i nony deducti on.

By allowing a pro-rata deduction for alinony, California would place alinony
on a par with other deductions that are allowed to offset, either directly
or indirectly, California source incone and woul d recogni ze that the anount
of alinmony paid generally correlates with a taxpayer’s total income or

weal th and, thus, bears some relationship to earnings, regardl ess of their
sour ce.

| npl ement ati on Consi derati ons

I npl ementi ng the nonresident alinony provision would require sone changes to
existing tax forns and instructions and i nformation systens, which could be
accompl i shed during the normal annual update. The departnment woul d receive
addi ti onal amended returns for the years for which the statute of
l[imtations is open, but this workload is not expected to be significant.

FI SCAL | MPACT

Depart nental Costs

The nonresident alinmony provision would not significantly inpact the
departnment’s costs.

Tax Revenue Esti mate

The nonresident alinony provision is estimated to result in | osses under the
PITL as shown in the follow ng table.

Retroactive to Qpen Years
Enact ment Assumed After June 30, 1999
$ MIlions
1999- 00 2000-01 2001- 02
-$5 -$2 -$2

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis measure.
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Revenue Di scussi on

This revenue estimte assunes that the current alinony deduction provision
will not overturned by the appellate court a unconstitutional over the next
three years.

This estimate was cal culated froma mcrosinmulation anal ysis of nonresident
returns on which an alinony deduction was clained. The tax liability of
each return was recal cul ated using the proposed net hod of accounting for

al i nony paynments. This provision would all ow taxpayers to file anended
returns for all open years (back to 1995, or earlier if the statute of
limtations remai ns open under a waiver or other extension). For this
estimate, it is assuned that the probability of filing an amended return
woul d be about 10% for the 1995 tax year and that the probability would
increase increnentally to 50%for 1998. It is assuned that for tax years
1999 and beyond, taxpayers would be in full conpliance.
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Tax Revenue Estimate Recap

1208 (Revenue and Taxation Committee)

Assembly Bill 1208 (APTBA August 12, 1999)

Personal Income Tax

Bank & Corporation

Tax
(in millions) (in
millions)
Description 1999-0 2000-1 2001-2 1999-0 2000-1 2001-2
1 |Exclusion of value of meals to employee -$1 -$1 -$1 - - -
2 [Employer Deductions for Vacation and Severance Pay a/ | Minor Gain | Minor Gain|Minor Gain $2 $3 $3
3 |Certain Trade Receivables Ineligible for Mark-To-Market Treatment Minor Gain | Minor Gain [ Minor Gain $12 $18 $18
4 |Exclusion-Min. Req. Distributions from AGI for Roth IRA Conversions b/ - - - - - -
5 |Farm Production Flexibility Contract Payments Insignificant |Insignifican | Insignifican |Insignifican |Insignifican | Insignifican
t t t t t
6 |Certain Deductible Liguidating Distributions of RICs & REITs c/ $40 $5 -
7 |Tax Treatment of Cash Options for Qualified Prizes Minor Loss | Minor Loss [ Minor Loss - - -
8 |Exclusion from Income for Employer-Provided Transportation Benefits Insignificant |Insignifican | Insignifican |Insignifican | Insignifican | Insignifican
t t t t t
9 [Payments Received Pursuant to the Ricky Ray Hemophilia Relief Fund Act Insignificant |Insignifican | Insignifican - - -
t t
10 [Waiver of Estimate Tax Penalty No Impact | No Impact | No Impact | No Impact | No Impact | No Impact
11 [1998 Federal Technical Changes Insignificant |Insignifican | Insignifican |Insignifican |Insignifican | Insignifican
t t t t t
12 |Deleted - - - - - -
13| B & C Section 179 Expensing Allowance - - - -$36 -$28 -$27
14 |Capital Loss Carry-overs d/ - - - -$5 $1 $3
15 |Deleted - - - - - -
16 [LLC Annual Franchise Tax Due Date e/ -$15 -$1 -$1
17 |Statute of Limitations for Disabled Taxpayers -$1 -$1 -$1 - - -
18 |Personal Exemption Credit/AMT -$1.5 -$1.5 -$1.5 - - -
19 [AMT Treatment of Charitable Contributions -$5 -$5 -$5 Minor Loss | Minor Loss [ Minor Loss
20 |Non-Resident Alimony Deduction -$5 -$2 -$2 - - -
TOTALS -$13.5 -$10.5 -$10.5 -$2.0 -$2.0 -$4.0
Minor = Loss or gain of less than $500,000
a/|Baseline revenue gains are projected to be $65 million for 1999-0 and $3
million thereafter.
b/|Baseline revenue gains are projected to be $84 million for 2004-5, $101 million for 2005-6, and $99 million
for 2006-7.
Conformity gains are estimated to be $1 million annually beginning with the
fiscal year 2004-5.
c/|Baseline revenue gains are projected to be $15 million annually beginning
in 1998-9,
d/|Assumes Regulation 25106.5 is in place.
e/|This provision is a timing issue regarding the payment of the minimum tax
liability.

BOARD POSI TI ON

Support.

On

July 6, 1999, the Franchise Tax Board voted 2-0 to support the June 29, 1999,

version of this bill.



